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OVERVIEW

Since inception, we have devoted significant resources to the development, deployment and
commercialization of our wireless network products and services. Historically, a significant portion
of our revenues has been derived primarily from the development contracts and sales of customer-
owned networks and related products, known as UtiliNet, to utility companies. In recent years, we
have deployed a commercial wireless data network known as Ricochet in various metropolitan areas
of the United States. The Company currently provides Ricochet commercial service in the San
Francisco Bay Area, the Seattle and Washington D.C. metropolitan areas. In 1999, we completed
development of our new high-speed service, which has demonstrated in Company tests to provide the
same service as Ricochet, but at faster downstream speeds of up to 128 kbps. We are currently in the
process of deploying our high-speed service in various metropolitan areas in the United States. While
we believe we are substantially on track with the overall national network deployment described in,
our 1999 Annual Report on Form 10-K, the planned New York service area launch is facing delays
relating to timeframes for zoning approvals as well as utility agreement negotiations. In addition,
further negotiations for poletop access rights in three other planned service areas are proceeding
slowly, and we are currently assessing the impact on these market area launches.

In February 2000, in order to focus our operations on deployment of our high-speed network, we
entered into an agreement to license our UtiliNet technology to Schlumberger Resources
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Management Services, Inc, The agreement grants Schlumberger the exclusive right to design,
manufacture and sell UtiliNet products in return for license and royalty fees. We do not expect
UtiliNet to be a significant source of revenues in the future.

We currently derive substantially all of our revenues from subscriptions paid to us by users of our
current Ricochet service. After we launch our high-speed service, planned to occur during the late
summer of 2000, we expect to derive substantially all of our revenues from subscription fees paid to
us by channel partners, which will resell our service directly to their customers. After the launch of
our high-speed service, we expect to curtail our business operations related to our current Ricochet
service. As we deploy our high-speed network and launch our high-speed service, we expect our
operating expenses to increase significantly from historical levels and to exceed revenues for the
foreseeable future. We expect to generate substantial net losses to common stockholders for the
foreseeable future.

RESULTS OF OPERATIONS
Revenues

Currently, we derive revenues from the sale of our services and products. We derive service revenues
from Ricochet subscriber fees and Ricochet modem rentals, and we recognize these revenues ratably
over the service period. We derive product revenues from the sale of UtiliNet products and Ricochet

modems and recognize these revenues upon shipment.

Total revenues decreased to $3.2 million in the first quarter of 2000 from $4.2 million for the same
period of 1999, primarily due to a decrease in product revenues. Product revenues declined to $0.9
million for the first quarter of 2000 from $1.8 million for the same period of last year as a result of
our licensing of our UtiliNet technology to Schlumberger. Service revenues decreased to $2.3 million
in the first quarter of 2000 from $2.4 million in the same period of 1999. This decrease was primarily

| the result of a decrease in UtiliNet service revenues of approximately $0.3 million, offset by a $0.2
million increase in Ricochet service revenues. Ricochet service revenues increased as a result of a
10% increase in subscribers as of March 31, 2000 compared with March 31, 1999. Total UtiliNet
revenues decreased to $0.5 million in the first quarter of 2000 from $1.3 million in the same period of
1999 as a result of our licensing of our UtiliNet technology to Schlumberger. We expect that our
UtiliNet revenues will continue to decline significantly in the future as a resnlt of our focus on the
launch of our high-speed service.

In the future, after we launch our high-speed service, we expect to curtail our business operations
related to our current Ricochet service. We expect to derive substantially all of our future revenues
from subscription fees paid to us by channel partners. We anticipate that our channel partners will
pay us subscription fees based on flat rates for each user they enroll for our service. We will require
each of our channel partners to charge its subscribers a flat rate for use of our service, although each
channel partner will set the particular rate it charges its customers.

We currently have two channel partner relationships. In June 1999 and April 2000, MCI WorldCom
and Juno Online Services, Inc., respectively, entered into agreements with us to sell our high-speed
service to their customers. In our agreement with MCI Worldcom, MCI WorldCom has agreed to pay
us a per-subscriber fee, subject to an agreed minimum revenue level of at least $388 million over the
five years following the launch of our service, assuming that our deployment schedule is not delayed,
that we place our network into service on schedule and that we meet quality-of-service and network
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performance standards. Subject to these limitations, we currently expect MCI WorldCom to pay us
the following minimum amounts during the first five years after we launch our service:

First year......c.cccemvrinnnecrann. $ 5.6 million

Second Year. .. vt 40.6 million
Third yvear. ... ..ot annnny 83.6 million
Fourth year....... ..o imnienenaansns 117.4 million
Fifth year.... ... it iii i 141.¢ million

Notwithstanding the foregoing, if MCI WorldCom's sales efforts result in fewer subscribers than MCI
WorldCom has agreed contractually to provide, but the number of subscribers provided by MCI
WorldCom and its authorized resellers nevertheless represent more than a specified percentage of our
total users, MCI WorldCom will pay us only the greater of a per-subscriber rate for each ofits
subscribers or the subscription fees we receive from all of our other channel partners, which could be
substantially less than the minimum revenues we currently expect from

MCI WorldCom. Accordingly, our ability to achieve the minimum revenue levels we expect from our
agreement with MCI WorldCom may depend on our ability to enter into channel agreements with
one or more large channe! pariners that can successfully sell subscriptions to our service so that
subscribers provided by MCI WorldCom and its resellers represent less than the threshold percentage
of our total users. In addition, if our deployment schedule is delayed or if we fail to meet deployment
schedule deadlines or fail to comply with quality-of-service standards relating to data transmission
performance, network availability, coverage and latency, ease of use and size of modemms, all as
specified in our agreement, MCI WorldCom may delay or reduce its minimum payments to us or, in
the case of a deployment delay in excess of 12 months, may terminate the contract.

Cost of Revenues

Cost of service revenues consists primarily of network operations costs, real estate management costs
and depreciation expense on network equipment. Network operations costs include the costs
associated with the field managers, engineers and technicians who operate and maintain our high-
speed network, as well as the costs associated with field offices we maintain, including our network
operations centers. Network operations costs also include the telecommunications costs we incur to
transmit data between our wired access points and network interface facilities and the Intemnet. Real
estate management costs include the costs associated with the maintenance of lease agreements for
our poletop radios, wired access points and network interface facilities and the ongoing rental
payments for these sites. Real estate management costs also consist of the internal and external labor
costs associated with maintaining right-of-way agreements in the markets where our network 18
currently deployed.

Cost of service revenues in the first quarter of 2000 was $13.8 million compared with $4.4 million in
the same period of 1999. The significant increase was due to increases in staffing, property,
telecommunications and support costs associated with the deployment of our new high-speed service
in various markets. Staffing of personnel who manage network deployment increased by over 400%
from March 31, 1999 to March 31, 2000. In the twelve months ending March 31, 2000, we opened up
ten new operations field offices. We expect all components of our cost of service revenues to
continue to increase significantly and rapidly as we expand the scope of our operations through the
deployment of our high-speed network.
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Cost of product revenues consists primarily of the inventory and manufacturing costs associated with
Ricochet modem and UtiliNet product sales. Cost of product revenues decreased to $0.3 million in
the first quarter of 2000 from $1.3 million in the first quarter of 1999. Ricochet cost of product
revenues as a percentage of Ricochet product revenues declined to 37% in the first quarter of 2000
compared with 106% in the first quarter of 1999 as a result of increased shipments of refurbished
modems for which the majority of costs have been charged to operations in previous periods. UtiliNet
cost of product revenues as a percentage of UtiliNet product revenues declined to 32% in the first
quarter of 2000 from 53% in the first quarter of 1999 as a result of higher selling prices and lower
allocated costs in 2000. We expect Ricochet cost of product revenues to increase in 2000 as we sell
modem inventory directly to

MCI WorldCom or other channel partners for resale to new subscribers to our high-speed service. In
subsequent years, we anticipate that our channel partners may begin to purchase modems directly
from our licensed third-party manufacturers.

Research and Development

Research and development costs include the costs incurred to develop our network technology and
subscriber modems, as well as to obtain rights-of-way and related site agreements in markets where
we plan to offer service. Research and development expenses increased to $9.6 million in the first
quarter of 2000 from $8.2 million in the same period of 1999, The increcase was primarily due to an
increase in costs incurred to obtain right-of~way and site agreements in metropolitan areas where we
currently plan to offer service. Right-of-way acquisition costs included in research and development
increased to $4.4 million in the first quarter of 2000 from $3.1 million in the same period of 1999.
We plan to continue to spend a substantial amount on staffing and support needed to obtain right-of-
way agreements in markets under development. We plan to spend a substantial amount on the
development of our networking products to reduce the cost of our system components, increase the
speed and performance of our services and develop additional applications for our services. We also
plan to continue to improve and upgrade our network and service to address the emerging demands
for mobile data access. As a result, we expect that research and development costs will continue to
increase significantly in absolute dollars for the foreseeable future.

Selling, General and Administrative

Selling, general and administrative expenses include our corporate overhead and the costs associated
with our efforts to obtain and support our channel partners, promote the Ricochet brand and our high-
speed service, and develop and implement our marketing strategy for our service and modems.
Selling, general and administrative expenses increased to $8.0 million for the first quarter of 2000
from $4.1 million for the first quarter of 1999. Approximately three-quarters of the increase was due
to increases in administrative staff and the labor, travel and support costs associated with supporting
the widespread deployment of our high-speed service. Approximately one-quarter of the increase in
2000 was due to increased product marketing, advertising and public relations expenditures related to
commercialization of the high-speed service. We expect selling, general and administrative costs to
increase significantly from historical levels as we implement our planned advertising campaign
related to the launch of the various phases of our high-speed service. We expect to spend more than
$50 million on sales and marketing efforts in 2000 and substantially more in 2001, We also expect to
continue to expand our corporate and administrative infrastructure to support our planned growth.

Interest and Other Income and Interest Expense

http://biz.yahoo.com/e/l/m/mcom.html 6/5/00




- ' Yahoo! Finance - METRICOM INC / DE - Quarterly Report (SEC form 10-Q) Page 5 of 8

Interest and other income increased to $16.6 million in the first quarter of 2000 from $0.1 million in
the same period of 1999 due primarily to a significantly higher average balance of cash, cash
equivalents and investments on hand in 2000. As a result of the November 1999 sale of our preferred
stock for net proceeds of $573.2 million and the February 2000 sale of common stock, 13% senior
notes due 2010 and warrants to purchase common stock, we have over $1 billion on hand. We are
using these cash resources to fund the deployment of our network, to fund operating losses and
working capital requirements through the first two phases of our network deployment, and to fund
interest on long-term debt and dividends on our preferred stock outstanding. Pending these uses, we
have invested this cash in high-quality, short-term, interest-bearing securities. Accordingly, in the
short-term, we expect to continue to generate a substantial amount of interest income, although this
interest income will decline rapidly over time as we use this cash.

| Interest expense increased to $7.5 million in the first quarter of 2000 from $1.2 million in the same

| period of 1999 as a result of the increase in our outstanding debt in 2000. Due to our senior notes and

| warrants offering in February 2000, we have approximately $300 million in outstanding debt. The
senior notes require semi-annual cash interest payments commencing August 15, 2000. We have
deposited approximately $73.1 million of the net proceeds from the sale of the senior notes in a
pledge account to secure the first four interest payments on these securities. We therefore will
continue to incur a substantial expense, a portion of which will be non-cash, for interest on these
obligations. If we incur additional debt in the future to fund our expansion plans, our interest costs
will increase.

Preferred Dividends

In November 1999, we issued 60,000,000 shares of preferred stock to Vulcan Ventures Incorporated
and MCI WorldCom, Inc. for gross proceeds of $600 million. Each share of preferred stock bears a
cumulative dividend at the rate of $.65 per year for the first three years after issuance, which we may
pay in cash or in additional shares of preferred stock. We have historically paid and currently expect
to continue to pay future dividends on the preferred stock in cash. Because the preferred stock sold to
Vulcan Ventures is immediately convertible into common stock at the holder's option at a conversion
price of $10.00 per share, which was below $11.06, the per share closing price of our common stock
on the date immediately prior to our execution of the preferred stock purchase agreement, we
recorded an additional dividend of $31.8 million in the fourth quarter of 1999 to reflect the beneficial
conversion privilege associated with this series of preferred stock. The preferred stock issued to MCI
WorldCom is also deemed to have been issued with a beneficial conversion privilege. However, that
series of preferred stock does not begin to become convertible into common stock at the holder's
option until May 2002. As a result, this discount will be amortized over the 48-month period, which
began in November 1999, during which this series of preferred stock becomes convertible mto
common stock at the holder's

option. Accordingly, for both series of preferred stock in the aggregate, we will record preferred stock
dividends in addition to our cash dividend on the preferred stock as follows:

2000........... $10.1 million 2001................ $10.1 million 2002............... $7.8 million
2003 $2.6 million

Both series of preferred stock will accrete at approximately $2.7 million per year in total over the ten-
year period from the beginning aggregate net book value of $573 million up to its aggregate face
value of $600 million. This accretion will be charged against retained earnings (accumulated deficit).
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In the first quarter of 2000, preferred dividends included $9.7 million of accrued dividends payable,
$2.5 million of beneficial conversion privilege and $0.7 million of accretion related to the preferred
stock.

LIQUIDITY AND CAPITAL RESOURCES

We have financed our operations and capital expenditures primarily through the public and private
sale of equity and debt securities. In 1996, we completed a private placement of 8% Convertible
Subordinated Notes due 2003 with net proceeds of approximately $43.4 million. In January 1998, we
completed a private placement of common stock with Vulcan Ventures with net proceeds of
approximately $53.7 million. In November 1999, we completed a private placement of redeemable
convertible preferred stock with Vulcan Ventures and MCI WorldCom with net proceeds of
approximately $573 million. In February 2000, we completed a public offering of common stock
with net proceeds of approximately $473 million and a public offering of 13% senior notes due 2010
and warrants to purchase common stock with available net proceeds of approximately $219 million,
after establishing the required reserve to secure the first four interest payments on the notes. This
large amount of indebtedness could adversely affect our business, for example, by requiring us to
dedicate a substantial portion of our cash flow from operations to required payments on indebtedness
or limiting our ability to acquire additional financing in the future. See "Risk Factors - We have a
substantial amount of debt, which could adversely affect our business, financial condition and results
of operations” in our 1999 Annual Report on Form

10-K.

Since inception, we have devoted-significant resources to the development, deployment and
commercialization of wireless network products and services. As a result, as of March 31, 2000, we
had incurred $370 million of cumulative net losses. Qur operations have required substantial capital
investments for the purchase of network equipment, modems and computer and office equipment.

Including network construction in progress, capital expenditures were $124.0 million during the first
quarter of 2000. Network construction in progress included approximately $50.3 million in the first
quarter of 2000 related to the purchase of component inventory located at our vendors. We expect
that our vendors holding this inventory will use these components in the manufacture and assembly
of network equipment for us in 2000. We expect that capital expenditures will significantly increase
in the future as a result of our ongoing deployment and commercialization of the high-speed network.

Qur principal uscs of cash for the foreseeable future will be to fund the deployment of our high-speed
network, to fund operating losses and to pay intcrest on our debt securities issued in February 2000,
as well as dividends on our preferred stock. Based on our current projections, we believe that our
cash, cash equivalents and unrestricted investments of approximately $1.08 billion as of March 31,
2000 will be sufficient to fund the first two phases of our network deployment. We believe that, in
addition to the funds on hand at March 31, 2000, we will require additional cash resources of
approximately $300 million to enable us to complete the three-phase deployment of our network, as
well as for the other purposes described above. However, the funds we may actually require to
complete any phase of the deployment may vary materially from our estimates. In addition, we could
incur unanticipated costs or be required to alter our plans in order to respond to changes in
competitive or other market conditions, which could require us to raise additional capital sooner than
we expect. Further, although it is not our current intention to do so, we may decide to use a portion of
our cash resources to acquire licensed spectrum or to license, acquire or invest in new products,
technologies or businesses that we consider complementary to our business. We cannot assure you
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that the additional capital we will require to complete the third phase of our network deployment or
for these other purposes will be available on commercially reasonable terms or at all. If we are unable
to secure additional financing as necessary, we may need to delay or curtail our expansion plans. See
in our 1999 Annual Report on Form 10-K, "Risk Factors We will require significant additional
capital in the future to fund our continuing development, deployment and marketing of our high-
speed network and service."

Our current and future operations will require substantial capital investments for the purchase of our
network equipment, which consists primarily of network radios, wired access points and network
interface facilities. Significant labor costs associated with deploying our network equipment include
design of the network, site acquisition, zoning, construction and installation of equipment. In July
1999, we entered into an agreement with Sanmina Corporation to manufacture our poletop radios and
network radios installed at wired access points. In October 1999, we entered into agreements with
Wireless Facilities, Inc., General Dynamics Worldwide Telecommunications Systems and Whalen &
Company to provide us with expertise and personnel to assist with the deployment of our network. At
March 31, 2000, we had outstanding commitments to purchase approximately $325 million of
network equipment and related labor from these suppliers.

We expect to incur significant expenditures to procure high-speed modems in the future. We have
agreed to purchase 47,700 modems from our current modem supplier, Alps Electric (USA), Inc., in
2000, representing a commitment of approximately $20 million. In January 2000, we entered into a
two-year agreement with NatSteel Electronics, Ltd. for the purchase of additional modems. In
November 1999 and October 1999, we entered into agreements with Sierra Wireless and Novatel,
respectively to develop and manufacture custom personal computer card modems. We have agreed
with both Sierra Wireless and Novatel to purchase a minimum of 150,000 units in the first year of
deliveries from each, representing a total commitment of approximately $68 million. We anticipate
that deliveries from Alps will begin during the second quarter of 2000 and deliveries from Sierra
Wireless and Novatel will begin in early 2001. In April 2000, we entered into an agreement with
National Semiconductor Corporation to integrate the Ricochet modem technology onto a microchip
set.

In December 1999, we called our $45 million aggregate principal amount of convertible notes due
2003 for redemption on January 10, 2000. As of December 31, 1999, $40.7 million of the notes had
been converted into approximately 2.8 million shares of common stock. In the first quarter of 2000,
the remaining $4.3 million of notes outstanding were converted to 0.3 million of shares of our
common stock at a conversion price of $14.55 per share. As a result of the conversion, we issued an
aggregate of 3,064,963 shares of our common stock to the former convertible note holders.

ITEM 3. QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET RISK

Qur exposure to financial market risk, including changes in interest rates and marketable securities
prices, relates primarily to our investment portfolio, long-term debt and redeemable convertible
preferred stock outstanding. Our cash equivalents and short-term investments subject to interest rate
risk are primarily highly Iiquid corporate debt securities from high credit quality issuers. We do not
have any significant investments in foreign currencies and we do not have any foreign exchange
contracts or derivative instruments. We performed a sensitivity analysis to assess the impact of a
change in interest rates. In the analysis, the fair value of our investment portfolio would not be
significantly impacted by a 100-basis point change in interest rates, due primarily to the fixed rate,
short-term nature of our portfolio, The fair value of our redeemable convertible preferred stock would
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not change materially in the event of a 100-basis point change in interest rates, due primarily to the
fixed and relatively short-term nature of its 6.5% coupon rate. We estimate that the fair value of our

long-term debt would decrease or increase by approximately $12 million in the event of a 100-basis
point increase or decrease, respectively, in interest rates.
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True Freedom.
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Fueling The Future.

LETTER TQO THE SHAREHOLDERS

Changing Evervthing. 1999 was a turnaround year for Metricom. We secured funding to
bring Ricochet 128 kbps to market and laid the groundwork for a national rollout. In a [
vear fuli of industry hype, with everyone from device manufacturers to local phone .
companies extolling the virtue of taking the Internet with you, we made concrete !
progress toward truly delivering on the promise. V
We began the year by taking Ricochet 128 kbps from the lab to field-testing, and put
the system through its paces with a successful beta program involving over 250 outside
users in a 42 square mile footprint. Ricochet's technology was proven while we found the
right initial partners to bring the service to market. In the summer, we gained the backing
of a leading telecommunications provider, MCI WarldCom, and additional endorsement
from Vulcan Ventures, the principal investment vehicie of Microsoft co-founder Paul
Allen. As we shifted our business to a wholesale model, MCI WorldCom alse signed
on as our first reseller.
The second half of the vear was spent building the teams to move Ricochet out of
three markets into more than 40 major metropolitan areas. Sanmina signed an to deliver
mass quantities of microcell radios. General Dynamics, Whalen/Tetra Tech, and WFI
came on board as prime contractors, and we enlisted architecture and engincering firms,
bulk site providers, antenna manufacturers, and other suppliers to a point where
approximately 5,000 people are working toward Ricochet's nationwide availability.
During this time, radio frequency engincering for network footprints in the first 21
markets was accomplished, allowing us to begin Wired Access Point site acquisition.
Right-nf-way progress continued througheut the vear, as more and more communities
grew excited o see Ricochet come to their area. By vear's end, we had increased the
number of municipal approvals to encompass arcas covering about 54 million in population.
As expected with the investment in Ricochet dm'olopmenr and buildoyt, we
experienced a net loss of $104.5 million in 1999. In the fourth quarter, we completed
the equity l'unding from MCIWorldCom and Vulcan Ventures, Inc. tulalihg 600 million.

At the huginning o 2000, we conducted a suceessful public equity and concurrent debt

offering with gross proceeds of over s800 million.




With furding secured, technelegy proven, right-of-way progressing, and deployment
underway, we are now preparing te aggressively launch the Ricochet 128 kbps service,

As a prelude to the launch, we started vear 2000 by introducing a new logo and brand
spirit for Ricochet. Our new logo embodies the Ricochet passion brand: One foot firmly
grounded in the action and actvity of today’s business world. One foot striding forward free
fram the constraints of the office. As we continue technical leadership, our marketing will
emphasize the benefits of Ricochet as viewed from the footsteps of our passionate users,

While we face challenges in the year ahead, launching a tundamentally ditferent service
in the market, we remain focused on execution. We believe this focus will pay oft as
excitement builds and people are intraduced to the real freedom of choosing how, when,
and where to work. Of course, this is not where our vision stops. Changing evervthing
also means fueling the new [nternet. _[ust abaut every appliance that comes on the market
and seeks to put the Internet in your pocket can benefit from being powered by high-specd,
always on, Hat-rate mobile access. That's Ricochet. When it powers mobile access, Ricochet
changes the face of the Internet, fulfilling the vision of the Internet becoming a ubiquitous
information tool.

Indeed, Ricochet changes every‘thjng. Owr visian for the future is solid as we work
diligently to bring Ricochet to market. The time is ripe for redefining freedom and
taking a position that rightfully belongs to Ricochet, We are petting ready for launch
and introducing people to true freedom — taking it ALL with them and escaping the

shackles of the office.

oA uisle K

Sincerely,

Timothy A. Dreisbach, Chairman and Chief Executive Officer
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Fast, Wireless, Mobile.

Ricgcher will fundamentally change
the industry’s way of gfﬁrlng
ucress to the markee. By providing
u high-speed, secure, reliable, and
C‘U.if'l;ﬁ’éff]l'(_’ n{’t“'ﬂrk. we mﬂkf
rrue mobile access a reality.

For communication service
companies, business ISPs, and .JPPIi-
carion providers. Ricocher translares
inta an instant, proven ability to
affer mobile iq{brmaﬁbb dccess serv-
ices, generate additional revenue,
reduce churn, and strengthen brand
lovalry withour building o whole
Rew expensive netwaork jrlﬁ'mtruc-
ture. for mobile professionals and
individuals, Ricocher delivers on the
promise af'[rue mobifir’y: It acrs,

fem’s. and works like a high-xpeed
wired connection but provides the
freedom to enable users to work
when and where they want —
autside the coqﬁnes c_:fan cjﬁce
or other single locarion anywhere

in our sgrvice areas,

METRICOM, txcC. ARog

With Ricochet, users can access

information anyzime. At a client’s
qfflce, at the airport, in the back qfﬂ
cah, in their backjard, orina ('qfﬁ’e
shop— witheut having to search for
phane lines or outlets. The:y can
wirelessly replicare their in-affice
experience from many locations, They
can view and download full Web
content. Send and receive email with
attachments. Link to corpocate
{ntranets through Virtual Private
Networks (FPNs) and use the appli-
cations, infoermation, and setup
theyre accustomed to without the

need to be ar the office.

MEET TRUE FREEDOM—RICOCHET.

Now imagine being able o do

all of this from your choice of

device — laptop, PDA. next-genera-

tion Interner apphance — and
fram products yet 1o be envisioned
or created. This is the Ricochet

vision.




A True Mobile Solution. Wireless

data is a confusing market, with many
unlulfilled promises of freedom. While
there are numeraus solutions currently
available that rout their ability to offer true
mobile freedom, these options all suffer
from capacity, speed, and cost constraints.
Ricochet is designed for scalable capacity
and will deliver data at an unprecedented
128 kbps - significantly faster than any
other mobile wireless data access service
available today. Ricochet is the industry’s
first mobile wireless information access
solution to duplicate high-speed wired
access. With a Ricochet wiretess modem
connected to your laptop, your desktop
literally goes where you go — providing
users with many of the same capabilities
associated with working on a computer at
the office. And it means users can have the
full Web experience they want including
graphics, videos, unclipped tinks to all

other sites, etc,

Further, Ricochet is designed to com-
plement and extend the access options that
service providers and others market to
their subscribers. And in addition to meet-
ing the needs of mobile professionals, it
will also address the high bandwidth data
aceess requirements of residential users
who don’t have viable [SDN, cable, and
DSL landline access.

Being the only 128 kbps network in the
process of actual nationwide deployment,
Ricochet gives us a substantial lead on our
competitors, according to noted industry
analysts. During fiscal 1999, we successfully
completed beta testing of our high-speed
netwerk with 250 outside users in a test
network comprising 42 square miles. The
results were very impressive. With these
results and funding under our belt, 1999
was also a year of gaining resources to
construct the network, with about 5,000
people joining the team to help us deliver
Ricochet, These include internal teams
working with prime contractors, sub-
contractors, installation teams, parts
suppliers, architecture and engineering

firms, tower companies, and many others.

Wireless Access: The Next Net Craze
Higher speed access translates into higher
data consumption, As the market is otfered
the option of having high-speed anytime,
users will demand the same level of access
to information they get with a landline
connection. In fact, an ability to access the
Internet and the corporate Intranet has
become a requirement for atl types of
mobile users. We believe this growing
demand by organizations and individuals is
driven by four key trends: growth in lap-
top users and smart handheld devices;
explosive growth of Internet users;
increased importance of network access; and
growth in the number of mobile workers,

With Web access driving wireless data
applications and mobile professionals
swelling in ranks, true moabile information
access will arguably become as important
10 businesses and individuals everywhere as
mobile voice access is becoming today.

Metricom is ready for this growth. As
with everything in Web time, those players
with the strongest brand and the most
comprehensive services stand to gain a
disproportionate share of the market. Qur
Ricochet service provides a vigble mobile
information access solution tough enough
and reliable enough to meet the rigors of
this new wireless world. In fact, it's a

world we are heiping to create.

METRICOM, INC. ARgo [ &




Always on. Anytime.

STAYING CONNECTED WiTH RICOCHET.
OUR COMPETITIVE ADVANTAGE.

Je'sduse diwavs oo veenre, Reable And Eberanmg.
fe will chunge the nap people chink ahour
mobile access forever, The Ricocher actiork i

u'tl?t’ (!H’Yﬂfﬂn]ill’l‘l 1"f CYECTINENT .'L'.\\.'Llf\.\[] J!TJ .i,'L'IC!"

Jrerent. relivble, und

opment. resuliing in gur ¢
fove-cose mokale Jotw netwark. Jt provides users
with ife ulJU:‘I[i'E_,‘E:_ﬂ;’x‘f mabile Jura s'pffu'\',
“Jl’ll&i_ls an, gfnqi's‘ there " wircless connections tw

the fnrerner und cerporate LN, Hac-rute

pricing, and ne meterad rovming charges.. ind
because Ricocher complements vther wirefess
dara offerings, it plavs a crucial refc in

oL ! pid
enufling eommunicarions curricrs o offer a
compicte range of wireless data services,

Cur Rivechet necwork consisrs

rwrned, shaebox-sized radio transceivers, caffed
microce!ls, which are !'rpu‘uhir moanted to
srrcetlighes or utilies poles. These microcells. or
Paicmp\‘, route incoming Juta packets te the
vpumal Wieed Aceess Pone (TELP). The IVAPs
convert duty inte a formar for transmission on
u focal wired (P neowork, A DAPs in a service
urea ure connected to o regional Network
fmarfuce_' chh[}' {NIE) NIF then conneer
Ricoctiet 1o our Nerwork Operations Cenrer
(NOC) as well as garewdys out re partner

networks and the Inrernet
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This innovative technology offering
provides numerous competitive
advantages:

Hegh Spead Looess With Ricochet, users get
higher speed access to data than any other
wide area mobhile wireless technolngy
Commerciall}' available toda‘j‘ With our
new high-speed Ricochet technology, users
work remotely at mobile downstream
information access speeds approximately
two to four times faster than most remote
wired cornections and approximately seven
to 14-times faster than most remote
wireless connections commercially available

today. Bottom line, it is blazingly fast.

Replicuting ibe Deskiop Fiperrence, Tt offers
a true mobile solution that replicates users'
in-office cxperience remotely with corporate
LAN access to the applications they need
most to work freely outside their office —
everything from email and datahases to
fax servers and Intranet-based information.
For office workers, it will make telecom-
muting a reality, While others offer
stripped-down data services to cell phones
and pagers at data rates less than 20 kbps,
we focus on desktop-like connectivity for
applications anytime, anywhere in our

coverage arcas.

”..‘F‘\".’i_\‘ﬁ fntcenst 1!","7444:_".rll. i R‘.n.‘f!"i Hork,

As new devices become available, like Web
pads, Ricochet can make them truly deliver
on the promise of taking the Internet with
vou. Full access to all things Web, just the
way users expect it to be— access to all
the sites they want to visit, performance
that lets them use streaming audio// video
and new applications that evoive w

enhance their Internet experience.

Mreroccfi Fechieiagy. Unlike anaiog and digital
voice networks forced to carry data, the
Ricochet network was designed from the
ground up to transfer packets of digital
data, The Ricochet architecture is based
on a digital packet-switched network that
uses spread-spectrum radio frequency
transmission and standard [P. Because it
was designed solely for packet data,
Ricochet enjoys high throughput, extremely
low error rate, instantaneous handoff,

low-cost and reliability.

Security ard Refiabiliry. Our network’s use
of ﬁ'equenc_y—hopping, spread-spectrum
technology, combined with optional
encryption, makes unauthorized interception
of data packets extremely difficult and
provides greater security than is generally
available from other wircd and wireless
data communications services. It also
offers reliable connectivity virtually
everytime without dropped connections

or busy signals.

Seafuble. Coar Bfdecrne Sernoré, Our network
can be easily expanded to increase coverage
and capacity 'ny‘ qmukl}' and i'{]CKPt"l‘lSi\'L‘l}'
installing additicnal polctop or wired
access point radios in areas of high use. In
addition, our network relies primarily on
the unlicensed radio frequency spectrum
that we are able to use without paving any

license fee or similar acquisition cost.

Ricochet is different. Because of our densely
deploved microcellular meshed nerwork
and spread-spectrum frequency-hopping
architecture, the Ricochet netwark otfers
very high-speed service and ample capacity.
Unlike cellular netwarks, the Ricochet
network will easily and cost-effectively
scale to meet increased demands. In fact,
the Ricochet network is engineered to
provide 128 kbps service to millions of users.
With this technology offering, while we
recognize we face a number of challenges,
we believe we are positioned to capture a
significant share of the explasive wireless

data sector.

!
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Bringing Ricochet to Market.

BUILDING THE
RICOCHET BRAND.

Hew dv we muke our powerful solution

available to the greatest number of pesple in
the shortest amount of time? We believe we

can accomplish this in a pumber of wars:

through rapid national deplovment effores, by

capnalaing on the distnbution strengiek of a
select group of channcl pariners, by building
equity o the Recacher braod, by maintaining

nevswork porformance and codd ddvantdge

B mirkicom ine ARoew

fn LO9Y e pur in ploce aivam o

o charesad

Creating a National Nerwork, We are
constructing our new high-speed Ricochet
network. As a first step to bringing
Ricochet to a local market, we have already
obtained approvals for the municipal
rights-of-way in areas covering about 50
million in population. We have completed
the radio frequency engineering plans in
our initial markets and are currently out in
the field, building WAP sites, installing
Network Interface Faciliies, putting up

poletop radios, and erdering circuits.

Partncring with Leaders. To further speed
the national roll-out of our network and to
promote broad adoption of the Ricochet
service, we are forming parmerships with
some of the industry’s leading telecommu-
nications prm'iders, 18Ps, wireless carriers,
hardware manufacturers, system integrators,
and application service providers. The
Ricochet service will be available through
our channel partners, including organizations
such as MCl WorldCom and others who
have significant marketing and customer
support experience to help generate strong

demand lor cur service,

of jnernal o

P ol the Ravo,

s inche fichd This ream

etk

Our channel partners will market and
sell subscriptions to our service on a
co-branded basis, enabling us to build brand
awareness about the Ricachet service. And
through aggressive marketing and advertising
programs that will accompany the com-
mercial launch of Ricochet, and a new
inspiring logo that captures the essence of
our brand, we aim to redefine freedom.
We want to break through the cynicism of
unfulfilied promises in the market and set
people free from the office. Our goal is to
make Ricochet the brand that delivers on
the true promise of mobile access and to
capture a leadership position that rightfully
belongs to Ricochet.

Critical to our success is cur commitment
to continue to offer the best performance
and cost advantages found anywhere on
the market. We didn't get to 128 kbps
performance - - vears ahead of the
corapetition -— without having this kind
of technology commitment.

We have a grand vision here at Metricom:

to provide freedom of access to informa-

tion - - regardless of where it resides either E
on an Intranet, or the Internet, in an email

message or a video dlip. Ricochet does

¢hange evervthing.
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SELECTED CONSOLIDATED FINANCIAL DATA

YEAR ENDED DECEMBER 11,

(In thousands, except per share dotaj 1999 1998 1957 1996 1994

Statement of Operations Data:

Revenues:
Service revenues $ 10,088 5 8419 $ 6,642 $ 2,158 5 789
Product revenues 8,437 7,440 6,797 4,996 4,995
Total revenues 18,525 15,859 13,439 7,154 5,784
Costs and expenses:
Cost of service revenues 21,319 28,310 27,866 14,334 8,192
Provision for network replacement —_ 14,392 - — —
Cost of product revenues 6,014 5,050 4,558 2,528 3,134
Research and development 35,681 27,313 13,212 13,920 10,627
Setling, general and administrative 20,737 22,934 21,189 17,724 11,715
Provision for Overall Wireless —_ — 3,611 — e
Total costs and expenses 83,751 97,999 70,436 48,506 33,668
Loss from operations (65,226) {82,140) {56,997 (41,352) (27,884)
Interest expense (5,884) (3,939) (4,151} (1,310 —_
Interest income 4,818 1,915 1,820 3,317 4,363
Net loss $ {66,292) 5 (B4,164) $(59,328) $(39,345) $(23,521)
Preferred stock dividends (38,234) - — — —
Net loss attributable to common stockhalders $(104,526) $ (84,164) 5(59,328) $(39,345) £(23,521}
Basic and diluted net loss attributable
to common stockholders per share 8 (5.13) $  (4.63) $ (435 $  (2.93) 5 (1.79)
Weighted average shares cutstanding 20,375 18,195 13,641 $3,43 13,140
AS OF DECEMBER 31,
fIn thousands, except per share deta) 1999 1398 1957 1998 1995

Balance Sheet Data:

Cash and investments § 499,341 5 19,141 $ 14,474 $ 65,221 $ 64,415
Working capital 478,618 9,396 6,980 57,738 46,771
Property and equipment 48,515 42,345 40,301 33,606 17,717
Total assets 546,647 34,466 51,103 101,799 86,076
Long-term debt 385 55,098 45,000 45,000 —
Stockhelders' equity (deficit) {(54,200) {42,259) (13,817) 43,306 80,374

10 mitkivem, ine ARay




MANAGEMENT’'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW,
We currently derive substantiaily all of cur revenues from subscriptions paid to us by users of our current Ricochet service, which we offer
in a limited number of markets, and from the saile of customer-owned networks and related products to companies
primarily engaged in utility businesses. Since 1998, we have concentrated our efforts primarily on completing the development and testing
of the technology necessary to deliver cur high-speed service, acquiring rights-of way and other rights necessary for us to deploy nur high-
speed network, establishing manufacturing relationships for network components and wireless moderns and supporting the subscribers to
our current Ricochet service. After we launch our high-speed service, planned to accur during the late summer of 2000, we expect to
derive substantialty all of our revenues from subscription fees paid to us by channet partners, which will resell our service directly to their
customers. In connection with the launch of our high-speed service, we expect to sell our existing subscriber accounts to one or more of
our channel partners, and we will curtail our business aperations related to our current Ricochet service. As we deploy our high-speed
network and launch our high-speed service, we expect our operating expenses to increase significantly from historical levels and to exceed
revenues far the foreseeable future. We expect to generate substantial net losses to commuon stockholders for the foreseeable future.
Historically, we have generated 3 significant portion of our revenues from sales of customer-owned networks and related products,
known as UtiliNet, to utility companies. In February 2000, in order to focus our operations on deployment of our high-speed network,
we entered into an agreement to license our UtiliNet technology to Schlumberger Resources Management Services, Inc. The agreement
grants Schlumberger Resources the exclusive right to design, manufacture and sell UtiliNet products in return for license and royalty fees.
We do not expect UtiliNet te be a significant source of revenues in the future,

RESULTS OF OPERATIONS.

The following table sets forth, for the periods indicated, certain operational data as a percentage of total revenues:

YEAR EMDED DECEMBER 31,

999 iygd 1997

Revenues:

Service revenues 54% 53% 49%
Product revenues 46% 47% 51%
Total revenues 100% 100% 100%

Costs and expenses:

Cost of service revenues 115% 179% 207%
Provision for network replacement —_ 91% —
Cost of produet revenues 32% 32% 34%
Research and development 193% 172% 98%
Selling, general and administrative 112% 145% 158%
Provision for Overall Wireless — — 27%

Total costs and expenses 452% 618% 524%

Loss from operations (352)% {518)% {424)%

Interest expense (32)% {25Y% (31)%

Interest incorne, net 26% 12% 14%

Net loss (358)% (531)% {(H1)%

Preferred dividends (206)% — —

Net loss attributable to common stockholders (564)% (53iN% {441)%

Year ended December 31, 1999 compared with year ended December 31, 1998

Bevenues. Currently, we derive revenues from the sale of our services and products. We derive service revenues from Ricochet subscriber fees,
Ricochet modem rentals and UtiliNet customer support fees, and we recognize these revenues ratably over the service period. We derive
product revenues from the sale of UtiliNet products and Ricochet madems, and we recognize these revenues upon shipment. Total revenues
increased to $18.5 million in 1999 from $15.% million in 1998, primarily due to an increase in service revenues. Service revenues increased
to 5101 million in 1999 from $8.4 million in 1998, reflecting an increase in Ricochet service revenues to $9.1 million in 1999 from §7.5
million in 1998. This increase was primarily attributable to higher aggregate subscriber fees resulting from an approximate 15% increase in
the number of Ricochet subscribers in 1993, Product revenues increased to $8.4 million in 1999 from 37.4 million in 1998, principally as a

result of increased shipments of UtiliNet products. This increase was offset in part by a decline in Ricochet product revenues te $3.0 million

METRICOM, INC. ARsg | 11




As we commerdially launch our high—speed service in cach market, we will begin depreciating the network equipment and other
capitalized costs associated with building cur network infrastructure. Our capitalized costs represent costs incurred in designing the
network, site acquisition, zoning, construction and installation of equipment. We will depreciate our capitalized network costs over a
useful life of three to five vears, depending on the particular asset being depreciated. We expect our capitalized costs to increase signifi-
cantly in 2000 and 2001 as we complete the deplovment of our network. Accordingly, we expect that depreciation expense will

increase rapidly over the next several years.

Cost of Preduct Revenues. Cost of product revenues consists primarily of the inventory and manufacturing costs associated with modem
and UtiliNet product sales. Cost of product revenues increased to $6.0 million in 1999 from $5.0 million in 1998. Ricochet cost of
product revenues increased to $3.0 million in 1999 from $2,7 million in 1998. Ricochet cost of product revenues as a percentage of
Ricochet product revenues increased to 102% in 1999 from 84% in 1998, The increase over 1998 was primarily due to an increase in
product revenues derived from the sale of higher cost Ricochet SX modems at lower average seiling prices. We expect Ricachet cost of
product revenues to increase in 2000 as we sell modem inventory directly to MCI WorldCom or other channel partners for resale to
new subscribers to our high-speed service, In subsequent years, we anticipate that our channel partners may begin to purchase modems
directly from our licensed third-party manufacturers, UtiliNet cost of product revenues increased to $3.0 million in {999 from §2.3
million in 1998 as a result of increased shipments of UtiliNet products. UtiliNet cost of product revenues as a percentage of product

revenues decreased slightly to 54% in 1999 from 55% in 1998,

Research and Develspment. Research and development costs include the costs incurred to develop our network technology and subscriber
modems, as well as to obtain rights-of-way and related site agreements in markets where we plan to offer service. Research and devel-
opment expenses increased to $35.7 million in 1999 from $27.3 million in 1998, Substantially all of the increase in 1999 was due to an
increase in costs incurred in 1999 to obtain right-of-way and site agreements in metropolitan areas where we currently plan to offer
service. The remainder of the increase was due to costs incurred to deploy a high-speed Ricachet test network in the first half of 1999.
At December 31, 1999, we had outstanding commitments of approximately $5.2 million to third parties performing services associated
with acquiring rights-of-way and related interests in real estate in new markets, the substantial majority of which we expect to spend in
2000. We plan to continue to spend a substantial amount on the development of our networking products to reduce the cost of our sys-
tem components, increase the speed and performance of our services, develop additional applications for our services and to continue
to improve and upgrade our netwerk and service to address the emerging demands for mobile data access. As a result, we expect that

research and development costs will continue to increase significantly in absolute dollars for the foreseeable future.

Selling, General and Administrarive. Selling, general and administrative expenses include our corporate overhead and the costs associated
with our efforts to obtain and suppert our channel partners, promote the Ricochet brand and our high-speed service, and develop and
implement our marketing strategy for our service and modems. Selling, general and administrative expenses decreased to $20.7 million
in 1999 from $22.9 million in 1998 primarily due to charges of approximately $3.5 million in severance to employees terminated in
the third and fourth quarters of 1998, Pardally offsetting this decrease was an increase in marketing expenditures related to commer-
cialization of our new high-speed network. We expect selling, general and administrative costs to increase significantly from historical
levels as we implement our planned advertising campaign related to the launch of the various phases of our high-speed service. We
expect to spend more than §50 million on sales and marketing efforts in 2000 and substantially more in 2001. We also expect to con-

tinue to expand our corporate and administrative infrastructure to support our planned growth,

Interest income. Interest income increased to 34.8 million in 1999 from $1.9 million in 1998 due to 2 significantly higher average balance
of cash, cash equivalents and investments in the last two months of 1999. As a result of the November 1999 sale of our preferred stock
tor net proceeds of $573.2 million, and the February 2000 sale of common stock, 13% senior notes due 2010 and warrants to purchase
common stock, we have substantial cash on hand. We expect to use these cash resources to fund the deployment of our network and to
fund operating losses and working capital requirements through the first two phases of cur network deployment. Pending these uses,
we will invest this cash in high-quality, short-term, interest-bearing securities. Accordingly, we initially expect to generate a substantial

amount of interest income, although this interest income will decline rapidly over time as we use this cash.

Interest expense. Interest expense increased to $5.9 million in 1999 from $3.9 million in 1998 due to the increase in debt outstanding
fram Vulcan through the first ten months of 1999, as well as the amortization of approximately 31 million in debt issuance costs as a
result of the call for redemption of our 8% Convertible Subordinated Notes due 2003. As a result of our senior notes and warrants

offering in February 2000, we have approximately §300 million in outstanding debt. The senior notes will require semi-annual cash
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

interest payments commencing August 15, 2000, We have deposited approximately $73.1 million of the net proceeds from the sale of
the senior notes in a pledge account to secure the first four interest payments on these securities. We will record a substantial expense, a
portion of which will be non-cash, for interest on these obligations. If we incur additional debt in the future to fund our expansion

plans, our interest costs will increase.

Preferred Stock Dividends. In November 1999, we issued 60,000,000 shares of preferred stock to Vulcan Ventures and MCI WorldCom for
gross proceeds of §600 million, Each share of preferred stock bears a cumulative dividend at the rate of $.65 per vear for the first three
years after issuance, which we may pay in cash or in additional shares of preferred stock. We currently expect to pay dividends on the
preferred stock in cash. Because the preferred stock sold to Vulcan Ventures is immediately convertible into common stock at the hold-
er’s opdon at a conversion price of $10.00 per share, which was below $11.06, the per share closing price of our common stock on the J
date immediately prior 1o our execution of the preferred stock purchase agreement, we recorded an additional dividend of $3/.8 mil-
lion in the fourth quarter of 1999 to reflect the beneficial conversion privilege assaciated with this series of preferred stock. The pre-

ferred stock issued to MCI WorldCom is also deemed to have been issued with a beneficial conversion privilege, However, that series of

preferred stock does not begin to become convertible into commeon stock at the holder’s option unti) May 2002. As a result, we will
amortize that discount, beginning in 1999, over the 48-month period during which this series of preferred stock becomes convertible
into commeon stock at the holder’s option. Accordingly, for both series of preferred stock in the aggregate, we will record preferred

stock dividends in addition to our cash dividend on the preferred stock as follows:

1999 $ 33,2 million
2000 10.1 million
2001 10.1 million
2002 7.8 millicn
2003 2.6 million

Both series of preferred stock will accrete at approximately 2.7 million per year in total over the ten vear period from the begin-
ning aggregate net book value of $573 million up to its aggregate face value of 600 million. This accretion will be charged against

retained earnings (accumulated deficit).
Year ended December 31, 1998 compared with yeor ended December 31, 1997

| Revenues. Total revenues increased to $15.9 million in 1998 from $13.4 million in 1997 primarily due to increased shipments of Ricochet

madems. Ricochet product revenues totaled $3.3 million in 1998 compared with $1.7 million in 1997. Product revenues in total increased
to 87.4 million in 1998 from $6.8 million in 1997, UtiliNet product revenues decreased to $4.1 million in 1998 from $5.1 million in 1997
due 1o a decrease in shipments of UtiliNet products, We derived a significant portion of UtiliNet product revenue from Southern California
Edison ("SCE”). Product revenues from SCE accounted for 10% and 17% of total product revenues in 1998 and 1997, respectively. Service
revenues increased 1o $8.4 million in 1998 compared with $6.6 million in 1997. This increase was due primarily to an increase in Ricochet

subscribers of approximately 36%4 in 1998, Ricochet service revenue increased to $7.5 million in 1998 from $6.6 million in 1997,

Cest of Revenues. Cost of service revenues increased to §28.3 million in 1998 from $27.8 million in 1297, This increase reflects an
increase in costs incurred to add Ricochet infrastructure and increase performance in commercial service areas was partially offset by
reductions in inventory costs associated with a decrease in modems rented to customers in 1998, Cost of service revenues is expected to
increase significantly as a result of the continued operation of Ricochet networks and planned future deplovment of our high-speed serv-
tee. Cost of product revenues increased to $5.0 million in 1998 from $4.6 million in 1997. Ricochet cost of product revenues as a per-
centage of Ricochet product revenues decreased to 84% in 1998 from 1309 in 1997 as a result of an increase in the sale of modems in
1998 for which an obsolescence provision was established in 1997. UtiliNet cast of product revenues as a percentage of UtiliNet prod-

uct revenues increased to 55% in 1998 from 47% in 1997 as a result of higher inventory procurement costs.

Provision for Network Replacement. In the fourth quarter of 1998, we recorded a one-time charge of $14.4 million to write down the carry-
ing valuc of the Ricochet network equipment that is currently in operation in three metropalitan areas, This charge was recorded as a

result of our plans to replace this equipment with cur high-speed network equipment in the near future.
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Research and Development. Research and development expenses increased 1o $27.3 million in 1998 from $13.2 millicn in 1997.
Approximately two-thirds of the increase in 1998 was due to development of our high-speed netwark technology and subscriber
devices. The increase was also due in part to an increase in costs incurred in 1998 to obtain right-of-way and site agreements in metro-

poiitan areas where we currently plan to offer service,

Selling, General and Admnistrative. Selling, general and administrative expenses increased to $22.9 million in 1998 from $21.2 million in
1997 primarily due to charges of approximately $3.5 million in severance to employees terminated in the third and fourth quarters of
1998. Partially offsetting this increase was a reduction of $2.3 million in costs associated with our reduced Ricochet sales and market-
ing efforts in 1998 compared with 1997,

Interest Income and Expense. Interest expense decreased to $3.9 million in 1998 from $4.2 million in 1997. Interest expense in 1997
included a one-time charge for the interest paid against short-term borrowings incurred to participate in the FCC auction in Aprii
1997. [nterest income increased to §1.9 million in 1998 from $1.8 million in 1997 primarily due 1o a slightly higher average balance of
cash, cash equivalents and investments in 1998 as compared with 1997.

LIQUIDITY AND CAPITAL RESOURCES.

We have financed our operations and capital expenditures primarily through the public and private sale of equity and debt securities. In
1996, we completed a private placement of 8% Convertible Subordinated Notes due 2003 with net proceeds of approximately $43 4
million. In January 1998, we completed a private placement of common stock with Vulcan Ventures with net proceeds of approximately
553.7 million. In November 1999, we completed a private placement of redeemable convertible preferred stock with Vulcan Ventures
and MCI WorldCom with net proceeds of approximately $573 million. In February 2000, we completed a public offering of common
stock with net proceeds of approximately $473 million and a public offering of 13% senior notes due 2010 and warrants to purchase
common stock with available net proceeds of approximately $219 million, after establishing the required reserve to secure the first four
interest payments on the notes.

Since inception, we have devoted significant resources to the development, deployment and commercialization of wireless network
products and services. As a result, as of December 31, 1999, we had incurred $338.0 million of cumulative net losses. Our operations
have required substantial capital investments for the purchase of network equipment, modems and computer and office equipment. As of
December 31, 1999, we had cash, cash equivalents and investments of approximately $499.3 million and working capital of approximate-
ly 3478.6 million. Our accounts receivable increased to $2.4 million as of December 31, 1999 from $1.5 million at December 31, 1998
due to a higher Ricochet subscriber base and an increase in UtiliNet product shipments in the fourth quarter of 1999 over the fourth
quarter of 1998. Inventories decreased to $0.6 million in 1999 from $3.0 million in 1998 due primarily to shipments of current genera-
tion Ricochet modems. Including network construction in progress, capital expenditures were $33.1 million, §5.0 million and $10.6
mitlion in 1999, 1998 and 1997, respectively, We expect that accounts receivable, inventories and capital expenditures will significantly
increase in the future as a result of our ongoing deployment and commercialization of the high-speed network.

Our principal uses of cash for the foresecable future will be to fund the deployment of our high-speed network, to fund operating
losses and to pay interest on our debt securities issued in February 2000, and dividends on our preferred stock. Based on our current
projections, we believe that, in addition to the funds on hand at December 31, 1999, we will require additional cash resources of
approximately §1 billion to enable us to complete the three-phase deployment of our network, as well as for the other purposes
described above. Approximately $692 million of these required resources, after deducting underwriting discounts and commissions and
estimated offering expenses, and after establishing the required interest reserve to secure the first four interest payments on the notes,
were funded from the net proceeds of the February 2000 common stock, notes and warrants offerings. Accordingly, based on our cur-
rent projections, we believe that gur cash, cash equivalents and short-term investments of approximately $499.3 million as of

December 31, 1999, together with the net proceeds from the common stock, notes and warrants offerings in February 2000, will be

“sufficient to fund the first two phases of our network deployment. We will need additional funds to complete the third phase of aur

network deplovment, and the funds we may actually require to complete any phase of the deployment may vary materially from our
estimates, In addition, we could incur unanticipated costs or be required to alter our plans in order to respond to changes in compet-
tive or other market conditions, which could require us to raise additional capital sconer than we expect. Further, although it is not our
current intention to do so, we may decide to use a portion of our cash resources to acquire licensed spectrum or to license, acquire or
invest in new products, technologies or businesses that we consider complementary to our business. We cannot assure you that the

additional capital we will require to complete the third phase of our network deployment or for these other purposes will be available
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

on commercially reasonable terms or at all. If we are unable to secure additional financing as necessary, we may need to delay or curtail
our expansion plans, See “Risk Factors - We will require significant additional capital in the future to fund our continuing development,
deployment and marketing of our high-speed network and service” and *- We have a substantial amount of debt, which could adversely
affect our business, financial condition results of pperations” contained in our Annual Report on form 10-K for 1999,

QOur current and Future operations will require substantial capital investments for the purchase of our network equipment, which
consists primarily of network radios, wired access points and network interface facilities. Significant labor costs associated with deploy-
ing our network equipment include design of the network, site acquisition, zoning, construction and installation of equipment. In July
1999, we entered into an agreement with Sanmina Corporation to manufacture our poletop radios and network radios installed at
wired access points, In October 1939, we entered into agreements with Wireless Facilities, Inc., General Dynamics Worldwide
Telecommunications Systems and Whalen & Company to provide us with expertise and personnel to assist with the deployment of our
network, At December 31, 1999, we had outstanding commitments to purchase approximately $219 million of network equipment and
related labor from these suppliers.

Effective January 1, 1999, we changed our capitalization policy for network equipment. In the construction of the first peneration
Ricochet network, costs incurred for site acquisition and radic frequency engineering were expensed as incurred due to the network's
early stage of development. We believe that our new high-speed network currently being deployed is no longer in the early stages of
development, Because site acquisition and radio frequency engineering are integral steps in the desipn and construction of the high-
speed network, these costs are now being capitalized as part of the total cost of the assets. We believe the changed policy is preferable.
The effect of the change in accounting principle in 1999 was to reduce the net loss available to common stockholders by approximately
$15.9 million or $0.78 per share in 1999. The effect was also to reduce net loss b}- $1.3 million, or $0.10 per share in 1997 and to
increase net loss by $1.3 million, or $0.07 per share in 1998. There was no effect as of January 1, 1999,

We expect 1o incur significant expenditures to procure high-speed modems in the future. We have agreed to purchase 47,700
modems from our current modem supplier, Alps Electric (USA), Inc., in 2000, representing a commitment of approximately $20 mil-
lion. We have recently entered into a two-year agreement with NatSteel Electronics, 14d. for the purchase of additional modems. We
have also recently entered into agreements with Sierra Wireless and Novatel to develop and manufacture custom personal computer
card modems, We have agreed with both Sierra Wireless and Novatel to purchase a minimum of 150,000 units in the first year of deliv-
eries from each, representing a total commitment of approximately $68 million. We anticipate that deliveries from Alps will begin dur-
ing the second quarter of 2000 and deliveries from Sierra Wireless and Novarel will begin in early 2001 .

In December 1999, we called our §45 million aggregate principal amount of convertible notes due 2003 for redemption on January
10, 2000. As of December 31, 1999, $40.7 million of the Notes had been converted inta approximately 2.8 million shares of common
stock. As of the redemption date, all of the note holders had converted their notes into shares of our common stock at a conversion
price of $14.55 per share. As a result of the conversion, we issued an aggregate of 3,064,963 shares of our common stock to the for-
mer convertible note holders,

The preferred stock we issued 1o MCI WorldCom and Vulcan Ventures in November 1999 carties a 6.5% dividend payable annually
for three years and noe dividend thereafter. As a result, in December 1999, we paid to the preferred stockholders cash dividends totaling
$3.3 million, representing the pro rata portion of the annual dividend accrued since the date of initial issuance of the shares. We expect
to pay cash dividends of approximately $39.0 million in both 2000 and 2001 and §35,7 million in 2002 on our preferred stock.

As a result of our completion of our notes and warrants offering in February 2000, we will have outstanding $300 million aggregate
principal amount of 13% senior notes due 2010, which will require semi-annual cash interest pavments of $1%.5 million, commencing
August 15, 2000. We have deposited approximately $73.1 million of the net proceeds from the sale of the senior notes in a pledge
account to fund an interest reserve to secure the payment of the first four semi-annual cash interest payments on these notes.

In june 1995, Metricom Investments, Inc., cur subsidiary, and PepData, Inc., a subsidiary of Potomac Electric Power Company,
formed Metricom DC, L.L.C. to own and operate a Ricachet network in the Washington D.C. metropolitan area. Metricom Investments
contributed 81,000 and rights o use proprietary technology emploved by our Ricochet networks in exchange for an 80% interest in
Metricom DC. PepData committed to comributing up 10 $7.0 million in exchange for a 20% interest in Metricom DC and certain pref-
ercntial rights to available cash distributions. As of December 31, 1998, PepData had contributed approximately 85.9 million to the joint
venture, $5.2 million of which is reflected as a minority interest in the accompanying consolidated financial statements at December 31,

1998. In November 1999, we paid $5.0 million to PepData to acquire the minority interest of Metricom DC from PepData.
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Year 2000 Complience. Many installed computer svstems and software praducts were programmed to accept only two digits in the date
code field. As of January 1, 2000, it became necessary for these cude ficlds to accept four digit entries to distinguish vears beginning
with “19” from those beginning with #20.”

We have assessed all of our internal computer systems and software products, tested those systems and products and remedied any
known problerms. We have upgraded our business and financial systems to a version that our vendors have certified to be vear 2000
compliant and also communicated with our key suppliers to assess whether or not the products, services, networks and technologies of
these suppliers are year 2000 compliant. We have also completed an assessment of whether our networks that depend upon third par-
ties for telecommunications services and power are year 2000 compliant. In the fourth quarter of 1999, we completed our vear 2000
assessmient, testing and remediation efforts,

Because we have not yet taunched our high-speed service and because many systems, whether or not they are information-technoio-
£y systems, may contain embedded technology, we cannot assure you that we have identified and remedied all potential year 2000
problems that could arise in connection with our high-speed service. We have a contingency plan for handling year 2000 problems that
were not detected and corrected prior to their occurrence, and we are continuing to assess any exposure areas in order to determine
what additional steps are advisable, We are prepared to use backup systems and have developed other alternative contingency plans for
other critical functions where computer systems are essential. To date, we have not experienced any material year 2000 problems.
However, if all of our potential year 2000 problems were not properly identified or if adequate assessment and remediation are not
timely effected with respect to any year 2000 problems, our business could be impaired significantly, Moreover, any year 2000 compli-
ance problem facing our customers or third parties who provide our networks with telecommunications services and power could also

harm our business.

New Accounting Standazds. In June 1998, FASB issued SFAS No, 133 *Accounting for Derivative Instruments and Hedging Activities.”
SFAS No. 133 establishes accounting and reporting standards for derivative instruments, hedging activities, and exposure definition. The
pronouncement is etfective for fiscal years beginning after June 15, 2000. We believe the pronouncement will not have a material etfect
on our financial statements.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 101 (SAB 101}, “Revenue
Recognition in Financial Statements”. SAB 101 provides guidance on applying generally accepted accounting principles to revenue
recognition issues in financial statements. We will adopt SAB 101 as required in the first quarter of 2000. We have not yet evalvated the

effect SAB101 will have on our consolidated results of operations and financial position.

Qualitative and Quantitative Disclosures about Marker Risk. Qur exposure to financial market risk, including changes in interest rates and
marketable securities prices, relates primarily to our investment portfolic and redeemable convertible preferred stock outstanding at
December 31, 199%. Our cash equivalents and short-term investments subject to interest rate risk are primarily highly liquid corporate
debt securities from high credit quality issuers. We do not have any significant investments in foreign currencies and we do not have
any foreign exchange contracts or derivative instruments. The fair value of our investment portfolio would not be significantly
impacted by either a 100 basis point increase or decrease in interest rates due primarily to the fixed rate, short-term nature of our
investment portfolio. [n addition, the fair value of our redeemable convertible preferred stock would not change materially in the
event of a 100 basis point increase or decrease in interest rates, due primarily to the fixed and relatively short-term nature of'its

three-year 6.5% coupon rate.
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* CONSOLIDATED BALANCE SHEETS Ct

DECEMBER 31,

{Deoilars in thousands, exccpt share and per share amounts) 1999 1998 i
ASSETS Re
Current assets:
Cash and cash equivalents : $ 354,820 $ 19,141
Shart-term investments 144,521 —
Accounts receivabie, net 2,387 1,450 Ce
Inventories 586 3,46
Prepaid expenses and other 3,116 1,522
Total current assets 505,430 25,158
Property and equipment, net 12,233 5,555
Network construction in progress 22,034 —
Other assets, net 6,950 3,752
Total assets $ 546,647 & 34466

LIABILITIES AND STOCKHOLDERS  EQUITY
Current liabiliies:

Accounts payable $ 9,649 § 5,061
Accrued liabilities 12,642 10,662
Notes payable 4,521 40
Total current liabilities 26,812 15,763
Long-term debt 385 55,098
Other liabilities 321 680
Minority interest —_ 5,184 ] Pre

Redeemable convertible preferred stock, $0.001 par value per share:
authorized - 72,000,000 shares; issued and outstanding - 60,000,000 shares in 1999 573,329 —

Commitments (Note 5)
Stockhalders' equity (deficit): The:
Preferred stock, $0.001 par value per share, 8,000,000 shares authorized;

nao shares issued or outstanding -
Common stock, $0.001 par value per share: authorized — 154,000,000 shares;

issued and outstanding — 24,344,697 shares in 1999 and 18,793,055 shares in 1998 25 19
Additional paid-in capital 283,763 191,184

Accumulated deficit 337,988 (233,462
Total stackhelders’ equity (deficit) 54,200 (42,259)

Total liabilitics and stockholders’ equity (deficity $ 546,647 § 34,466

The accompaying notes are an wmtegral part of these consalidared searemens.
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CONSOLIDATED STATEMENTS OF OPERATIONS

YEAR FNUED DECFMBER 11,

(0 chousands, cwepe per chare amaunts) 1999 lagd et
Revenues:
Service revenues S 10,088 § 8,419 § 6,642
Product revenues 8,417 7,440 6,797
Total revenues 18,525 15,859 13,439
Costs and expenses:
Cost of service revenues 21,319 28,310 27,866
Provision for network replacement — 14,392 -
Cost of product revenues 6,014 3,050 4,558
Research and development 35,681 27,313 13,212
Selling, general and administrative 20,737 22,934 21,189
Provision for Overall Wireless — a— 1,611
Total costs and expenses 83,751 97,999 70,436
Loss from operations (65,226) {82,140) (56,997}
Interest expense (5,884) {3,939 (4,151}
Interest income 4,818 1,915 1,820
Netloss (66,292) (84,164) (59,328)
Preferred stock dividends 38,234 — —
Net toss attributable to common stockholders § (104,526} $ (84,164) $(59,328)
Basic and diluted net loss attributable to common stockholders per share §  (5.13) § (463 s (439
Weighted average shares outstanding 20,375 18,195 13,641
Pro forma amounts assuming the new capitalization policy
for network equipment is applied retroactively —
Net loss attributable to common stockholders § (104,526) $ (85,456) $(58,036)
Basic and diluted net loss attributable to common stockhaolders per share §  (5.13) §  (4.70) 5 (4.25)
Weighted average shares outstanding 20,375 18,195 13,641

The accompanying notes are an integral parr of these consolidated statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY (DEFICIT)

UNREALIZED

HOLOING
. ADDITIONAL  GAIN/(LOSS)
COMMON STOCK FAID-IN OoN ACCUMULATED

{Dollars in thousands) SHARES AMOUNTS CAPITAL INVESTMENTS DEEECIT TOTAL
Balance, December 31, 1996 13,555,445 $ 14 $133,298 5 (36 $ (89,970) $ 43,306
Exercise of options to purchase common stock 98,386 _ 674 — — 674
Common stock issued to employees 165,445 — 1,494 — — 1,494
Unrealized gain on investments — — — 37 — 37
Net loss — -— — — (59,328) {59,328)
Balance, December 31, 1997 13,819,276 § 14 $ 135,466 $ 1 § (149,298) $(13,817
Exercise of options to purchase common stock 187,053 e 911 —_ — o911
Common stock issued to employees 136,726 —_ 1,094 — — 1,094
Private placement of common stock 4,650,000 5 53,713 53,718
Net loss ‘ — — (1) {84,164) (84,165)
Balance, December 31, 1998 18,793,055 319 5191,184 § — $ (233,462) $(42,259)
Exercise of options to purchase common stock 2,537,677 3 18,109 —_ — 18,112
Common stock issued to employees 100,156 — 622 — — 622
Common stock issued upon the exercise of warrants 118,197 — -— —— — —
Conversion of 8% Convertible Subordinated Notes

due 2003 to common stock 2,795,612 3 40,693 — — 40,696
Preferred dividends —_ — 33,155 — (38,234) (5,079)
Net loss —_ — — — (66,292) {66,292)
Balance, December 31, 1999 24,344,697 § 25 $ 283,763 § — $ (337,988)  $(54,200)

The accompanying aoces are an integra! part of these consolidoted statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

YEAA FNDED DECEMBLR ¢,
iDstlars 10 theusurds) o 1999 KL tayt

Cash flows from operating activities:
Net loss $ (66,292) 3 (84,164  5(59,328)

Adjustments to reconcile net 0ss to net cash used in operating activities -

Depreciation and amortization 4,17 9,205 8,366
Loss on retirement of property and equipment 1,301 —
Provision for Overall Wireless — — 3,611
Gain on purchase of minority interest (184) e —
Provision for network replacement — 14,392 —
{Increase) decrease in accounts receivable,
prepaid expenses and other current assets (2,531) 430 (93)
Decrease in inventories 2,460 1,970 3,055
Increase (decrease) in accounts payable, accrued liabilities and other liabilities 4,710 6,667 {1,350
Net cash used in operating activities {55,81%) (51,500) (45,739

Cash flows from investing activities:

Purchase of property and equipment (11,085) (4,994) (10,584)
Network construction in progress (22,034) — —_
Increase in other assets {4,249) (226) (3,580
Purchase of short-term investments (144,521} — (18,941
Proceeds from the sale of short-term investments —_— 4,390 64,263

Net cash provided by (used in}) investing activities {181,889) (830) 31,158

Cash flows from financing activities:

Proceeds from issuance of common stock 18,734 56,549 2,168
Proceeds from issuance of preferred stock, net of issuance costs 573,000 — —_—
Proceeds from issuance of notes payable and long-term debt 49,835 10,138 5,000
Reduction of notes payable and lang-term debt (59,932) (5,000) —
Payment of prefetred dividends {3,250} — —
Financing costs _ — (826)
(Purchase of) contribution from minority interest (5,000) — 2,777
Net cash provided by financing activities 573,387 61,687 9,119
Net increase {decrease) in cash and cash equivalents 335,679 9,357 {5,462)
Cash and cash equivalents, beginning of year 19,141 9,784 15,246
Cash and cash equivalents, end of year $ 354,820 $ 19,141 § 9,784

Summary of non-cash transactions:

Property and equipment acquired under capital lease 561 — —_
Commaon stock issued upon conversion of leng-term debt 40,690 — —
Preferred dividends 34,984 —_ e
Transfer of property and equipment in exchange for R&D services —— — 439

Cash paid during the year for:
Interest 5,339 3,657 3,603

The eccompanying notes are an integral part of these consolidated staements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

€ ORGANIZATION. inclu

Metricom, Inc, (the “Company”) designs, develops and markets low cost, high performance, casy to use, mobile wireless data access prod-
ucts and servies. The Company's primary service, Ricochet, provides subscriber-hased, wireless data communications for users of portable
and desktop computers and hand-held computing devices. Ricochet service is currently available in the San Francisco Bay Area, in the
Seattle and Washington, I).C. metropolitan areas, parts of Los Angeles and New York City, and in a number of airports across the United
States. In 2000, the Company plans to launch its high-speed service in certain major metropolitan areas throughout the United States. The Macl
Company's UniliNet products provide customer-owned wireless data communications for industrial control and monitering primarily in Netv
the electric utility, waste water and natural gas industries. The Company’s UtiliNet products are sold throughout the United States. Rico

netw

folio

Since its inception, the Company has incurred significant operating losses. These losses resulted primarily from expenditures associat- Furn
ed with the develc;pment, deployment and commercialization of the Company’s wireless network products and services, The Company Leas:
expects to incur significant operating fosses and to generate negative cash flows from operating activities during the next few years while
it continues to develop and deploy networks and build its customer base. The ability of the Company to achieve profitability will depend Less-
upon the successful and timely deployment and marketing of its new high-speed service in major metropolitan areas of the United 1

States. The market for mobile wireless data access services is in the early stages of development. As a result, the Company cannot reliably
project potential demand for its high-speed service, particularly whether there will be sufficient demand at the volume and prices needed
for the Company to be profitable. In addition, the Company is subject to additional risks, including the risks of developing technology,
competition from companies with substantially greater financial, technical, marketing and management resources than the Company and

potential changes in the regulatory environment.

© SIGNIFICANT ACCOUNTING POLICIES. the «
Consofidarion. The accompanying consolidated financial statements include the accounts of the Company and all subsidiaries after elimina- stac!

tion of significent intercompany accounts and transactions. Certain amounts have been restated from the previously reported balance to per

conform to the 1999 presentation.

Netw
Use of Estimates. The preparation of financial statements in conformity with generally accepted accounting principles requires management the |
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and cost:

liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual each

results could differ from those estimates.

Limited Number of Suppliers. In 1999, the Company purchased all of its modems from one supplier. During 1999, the Company entered Aceri
into contracts with additional suppliers that will provide high-speed modems in the future. Additional changes in suppliers could cause 2

delay in manufacturing and a possible loss of sales, which would affect operating results adversely. o

Cash and Cash Equivalents. For the purposes of the Statement of Cash Flows, all highly liquid monetary instruments with an original ratu-

rity of 90 days or less from the date of purchase are considered o be cash equivalents,

Inventories. Inventories are stated at the lower of cost (first-in, first-out) or market and include purchased parts, labor and manufacruring 1 Pavi

overhead. Inventories consisted of the following {in thousands): Ron

DECEMBER 31, Stat
1999 199k

$ 207 § 680 Prei
139 3 Otk

Raw materials and component parts

Work-in-process

Finished goods and consigned inventory 240 2,363
Total $ 586 $ 3,046
> e

Property and Equipment. Property and equipment are stated at cost and are depreciated using the straight-line method over the shorter of Deh

their cstimated useful lives of three 1o five years or the lease term. In 1998, a charge of $14.4 million was recorded 1o write down the nvii

carrving value of Ricochet network equipment to fair value. Ricochet network equipment includes paletop radios and wired access deh

points dcploycd, and raw materials, work-in-process and finished goads not vet deployed,This provision for netwark replacement was

recorded as a result of the Company’s plans to replace this equipment with its new high-speed equipment in the near future, The fair b(':

market value was determined based on the present value of estimated future cash flows. This charge is included in Accumulated Th_]
nyn

Depreciation on the Consalidated Balance Sheet at December 31, 1998, As of December 31, 1999 and 1998, network equipment
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included approximately $900,600 and §1.3 millien, respectively, of raw materials, work-in-process and finished goods related to
network equipment that is manufactured by the Company for its Ricochet networks. Property and equipment ¢onsisted of the

follow ing {in thousands):

DECRMRER i,
1999 1994
Machinery and equipment 5 21,264 5 13,017
Network equipment 22,256 22,752
Ricochet modems 1,007 3,229
Furniture and fixtures 2,453 1,964
Leasehold improvements 1,535 1,383
48,515 42,345
Less—Accumulated depreciation and amortization (36,282) {36,790y
Total $ 12,233 $ 5,555

Accounting Change. Effective [anuary [, 1999, the Company changed its capitalization policy for network equipment. In the construction
of the first generaton Ricochet network, costs incurred for site acquisition and radio frequency engineering were expensed as incurred
due to the network’s early stage of development. The Company believes that its new high-speed network currently being deployed is no
longer in the early stages of development. Because site acquisition and radio frequency engineering are integral steps in the design and
construction of the high-speed network, these costs are now being capitalized as part of the total cost of the assets. Management believes
the changed policy is preferable. The effect of the change in accounting principle in 1999 was to reduce the net loss available to comman
stockholders by approximately $15.% million or $0.78 per share in 1999. The effect was also to reduce net loss by $1.3 millien, or 30.10

per share in 997 and to increase net loss by $1.3 million, or $0.07 per share in 1998. There was no effect as of January 1, 1999,

Nerwork Construction in Progress. In 1999, the Company began deployment of its high-speed Ricochet networks in a number of markets in
the United States. As of December 31, 1999, the Company had incurred and capitalized $22.0 million of depioyment costs. Deployment
costs include site acquisition, radio frequency engineering, zoning and construction management. As commercial service is launched in
each market, the capitalized costs associated with the network equipment assets in each market will be transferred to Property and

Equipment and depreciated over an estimated useful life of four years.

Accrued Liabilities. Accrued liabilities consisted of the following (in thousands):

DECEMBER 31,

1999 1938

Interest s — $ 1,075
Employee stock purchase plan 658 210
Deferred revenue 3,122 2,691
Payroll and related 6,147 5,477
Royalties : B6 185
State and local taxes 235 275
Warranty 256 256
Preferred dividends 1,500 —
Other 488 493
Total $ 12,642 5 10,662

Debt Issuance Casts. Debt issuance costs of approximately §1.0 million at December 31, 1998 are included in other assets in the accompa-
nying consolidated balance sheet. [n connection with the conversion of debt to equity (Note 7), the Company amortized all remaining

debt issuance costs in 1999, The amortization expense is reflected as a component of interest expense.

Licensed Spectrum. In fiscal 1997, the Company paid $1.45 million for licensed spectrum in the Wireless Communication Services auction,
This spectrum will be wsed by the Company’s new high-speed Ricochet netwerk. This amount is included in other assets in the accompa-

nying balance sheet and will be amortized over its life commencing with commercial use.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Revenue Recognizion. Product revenues are recognized upon shipment. Service revenues consist of subscriber fees and equipment rentals
from Ricochet and fees for UtiliNet customer support and are recognized ratably aver the service period. Cash received from customers

in advance of providing services is deferred and is included in accrued Jiabilities in the accompanying consolidated balance sheets.
Research ond Development Expenditures. Research and development expenditures are charged to operatons as incurred.

New Accounting Stondards. In June 1998, FASB issued SFAS No. 133 "Accounting for Derivative Instruments and Hedging Activities.” SFAS
No. 133 establishes accounting and reporting standards for derivative instruments, hedging activities and exposure definition. The pro-
nouncement is effective for fiscal years beginning after June 15, 2000, The Company believes the pronouncement will not have a material
effect on its financial statemments.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 101 (SAB 101), “Revenue
Recognition in Financial Statements”. SAB 101 provides guidance on applying generally accepted accounting principles to revenue recog-
nition issues in financial statements. The Company will adopt SAB 101 as required in the first quarter of 2000. Management has not yet
evaluated the effect SAB101 will have on the Company’s consolidated resuits of operations and financial position.

© INVESTMENTS.

The Company’s investments in securities are considered available-for-sale and are recorded at their fair values as determined by quoted
market prices with any unrealized holding gains or losses classified 25 a separate component of stockholders’ equity. Upon sale of the
investments, any previously unrealized gains or losses are recognized in results of operations. As of December 31, 1999, the aggregate fair
value equaled the cost basis of the Company’s investments. In 1998 and 1997, the difference between aggregate fair value and cost basis

was not material. The value of the Company's investments by major security type is as follows (in thousands):

DECEMBER 31,
Ig9gg ra98

Security Type
United States Treasury and Agencies $ 76,140 $ —
Corporate debt and money market 423,201 15,408
Total $ 499,341 $15,408

As of December 31, 1999, investments in obligations of the United States Treasury and Agencies and corporate debt and money mar-
ket securities had maturities of € to 18 months. Approximately $354.8 million and $16.4 million of the total investments as of December
31, 1999 and 1998, respectively, are inciuded in cash and cash equivalents.

In June 1995, Metricom Investments, Inc. (*Metricom Investments™), a subsidiary of the Company, and PepData, Inc. (“PepData”™), a
subsidiary of Potomac Electric Power Company, formed Metricom DC, L.L.C. (“Metricom DC”) to own and operate a Ricochet netwark
in the Washington [.C. metropolitan area. Metricom Investments contributed $1,000 and rights to use proprietary technology emploved
by the Company’s Ricochet netwoerks in exchange for an 80% interest in Metricom DC. PepData committed to contributing up to 57.0
million in exchange for a 20% interest in Metricom DC and certain preferential rights to available cash distributions. As of September
30, 1999, PepData had contributed approximately $6.0 millior to the joint venture, $53.2 million of which is reflected as a minority
interest in the accompanying consolidated financial statements. In November 1999, the Company paid $5.0 million to PepData to acquire
the minority interest of Metricom DC from PepData.

In February 1996, the Company purchased an: option to acquire Overall Wireless Communications Corporation (“Overall Wireless™),
a company that holds a nationwide, wireless communications license in the 220 to 277 MHz frequency band. The Company paid
$700,000 for the option and agreed to ioan Overall Wireless up to $2.0 million for the construction of a system utilizing the license, of
which approximately $1.8 million had been loaned as of December 31, 1997, In January 19%7, the Company paid 500,000 to extend
the option from January 1997 to July 1997. The option was subsequently extended to December 31, 2000 for no additionat cash cansid-
eration. In June 1997, the Company recorded a charge of $3.6 million to fully reserve its investment in Overall Wireless due to uncer-
taintics regarding its realization. In January 1998, Overall Wireless canceled the option and the Company paid a termination fee of §1.8

million through cancellation of the indebtedness of Overall Wireless,

O SIGNIFICANT CUSTOMER.
Eor the years ended December 31, 1999, 1998 and 1997, combined product and service revenves from Southern Californiz Edison

accounted for 8%, 7% and 12%, respectively, of total revenues. No other customers accounted for more than 10% of revenues.
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Q@ COMMITMENTS.

The Company has entered into contracts with various suppliers in order to deploy its new high-speed network. At December 31, 1999,
the Company had commitments to purchase network equipment and network design, construction and related services totaling approxi-
mately $219 million, the substantial majority of which the Company expects 10 spend in 2000. The Company also has entered into con-
tracts with high-speed modem suppliers. At Decemnber 31, 1992, the Company had commitments to purchase modems totaling approxi-
mately §90 mitlion, and expects to take delivery of the modems under these agreements in 2000 and 2001.

The Company leases various facilities and equipment under operating lease agreements, Rent expense under these agreements for the
years ended December 31, 1999, 1998 and 1997, was approximately $1.6 million, $t.2 million and $1.8 million, respectively. The lease
agreement for the Company’s current primary facility provides for escalating rent payments over a 12-year term ending February 2004;
however, rent expense is recognized ratably over the lease term. As of December 31, 1999 and 1998, the Company had accrued approxi-
mateiy §321,000 and $388,000, respectively, of deferred rental pavments under this agreement, which are included in other liabilities in
the accompanying consclidated balance sheets. In November 1999, the Company entered into a 10-year agreement 1o lease approximate-
ly 145,000 square feet of office space beginning in june 2000. Approximate future minimum rental payments under operating lease

agreements are as tollows (in thousands):

YEARS ENDING DECFMBER 31,

2000 § 4,079
2001 5,379
2002 5,013
2003 . 5,086
2004 4,569
Thereafter 25,304

Total $49,430

The Company has also entered into various agreements with etectric utilities, municipalities and building owners for the use of utility
poles and building rooftops on which network equipment is installed. Payment under agreements for use of utility poles is generally con-
tingent upon the number of network radios installed during the year. Rent expense under these agreements for the years ended
December 31, 1999, 1998 and 1997 was approximately $2.7 million, $1.[ million and $1.1 million, respectively, Future minimum rental

payments under these agreements as of December 31, 1999 are approximately $2.7 million per year.

° CAPITALIZED LEASES.

The Company has leased equipment under various capital lease agreements, As of December 31, 1999, the cost of the leased assets was
$793,000 and the related accumulated depreciation was $118,000. The weighted average interest rate on the outstanding leases is 10.9%,
The following is a schedule of future minimum payments under the equipment leases together with the present value of the net mini-

mum lease payments at December 31, 199%:

YEARS ENDING DECEMBER 11,

2000 § 259
2001 i69
2002 89
2003 89
2004 75
Thereafter —
Total net minimum lease payments 681
Less amount representing interest (79)
Present value of net minimum lease payments 602
Less current portion ' 217
Long-term portion s 385
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

€ LONG-TERM DEBT.

In August 1996, the Company issued §45 million principal amount of unsecured, §% Convertible Subordinated Notes {the “Convertible
Notes™) due September 15, 2003, with interest payments due semi-annually an March 15 and September 15, commencing March 15,
1997 The Convertible Notes are convertible into shares of the Company s common stock at a conversion price of §14.55 per share, sub-
ject to adjustment in certain events. In December 1999, the Company called for rederaption of the Convertible Notes on January 10,
2000, As of December 31, 1999, §40.7 million of the Convertible Notes had been converted into approximately 2.8 million shares of
common stock. In January 2000, all remaining Convertible Notes were converted to common stock.

In October 1998 and June 1999, the Company entered into line of credit and loan agreements, respectively, with Vulcan Ventures
Incorporated, a significant shareholder of the Company. A total of $60 million was drawn by the Company against these loans with interest at the
prime rate due quarterly on the outstanding balances. All amounts outstanding under these agreements were paid in full in November 1999,

In February 2000, the Company, together with its wholly owned finance subsidiary, Metricom Finance, Inc., as co-issuers and co-
obligors, issued $300 million aggregate principal amount of 13% Senior Notes due 2010, Metricom Finance has no independent assets or
operations. The Company has fully and unconditionally guaranteed the obligations of Metricom Finance, Inc. under the notes. interest on
the nates will be payable on February 15 and August 15 of each year, beginning August 15, 2000. The notes will mature on February 15,
2010. The notes were offered together with warrants to purchase 1,425,000 shares of common stock of the Company at an initial exer-
cise price of §87.00 per share. Each warrant enables the holder to purchase 4.75 shares of common stock and is exercisable on or after
August 15, 2000, Each warrant was sold for $212.06 per each associated $1,000 principal amount of notes, and each note was sold for
$787.94. The warrants will expire on February 15, 2010. Net proceeds to the Company from the notes and warrants offering was
approximately $291.8 million, $73.1 million of which was deposited in a restricted pledge account to secure the payment of the first

four scheduled interest payments on the notes,

© STOCKHOLDERS' EQUITY.
In January 1998 the Company completed a private placement for the sale of 4,650,000 shares of common stock to Vulcan at §12.00 per
share for net proceeds of approximately $53.7 million.

In February 2000, the Company issued 5,750,000 shares of common stock at $87.00 per share in a public offering. Net proceeds to

the Company were approximately $473.2 million, after deducting underwriting discounts, commissions and estimated offering expenses.

Redeemable Convertible Preferred Stock. In November 1999, the Company issued and sold to MCI WorldCom, Inc. 30 million shares of
newly-designated Series A1 preferred stock at a price of §10 per share, and the Company issued and sold to Vulcan Ventures 30 million
shares of newly-designated Series A2 preferred stock at a price of $10 per share, for gross aggregate proceeds 1o the Company of $600
million. Both series of preferred stock bear cumulative dividends at the rate of 6.5% per annum for three years, payable in cash or addi-
tional shares of preferred stock. In addition, each series has the right to elect one director to the Company’s Board of Directors, although
voting rights atherwise will be generally limited to specified matters. The preferred stock is subject to mandatory redemption by the
Company at the original issuance price in 10 years following initial jssuance and to redemption at the option of the holder upon the
occurrence of specified changes in control or majar acquisitions. Both series of preferred stock will accrete at approximately $2.7 million
per vear over the ten year period from the beginning aggregate net book value of $573 million up to its redemption value of $600 mil-
lion. This aceretion will be charged apainst retained earnings {accumalated deficit).

Because the Scries A2 preferred stock is immediately convertible into common stock at the holder’s option at a conversion price of
$10.00 per share, which was below $11.06, the per share closing price of the Company’s common stock on the date immediately prior
to execution of the preferred stock purchase agreement, the Company recorded an additional dividend of $31.8 million in the fourth
quarter of 1999 ta reflect the beneficial conversion privilege associated with this series of preferred stock. The Series Al preferred stack
was also issued with 2 beneficial conversion privilege. However, Series A1 preferred stock does not begin 1o become convertible into
common stock at the holder’s option until May 2002, As a result, that discount will be amortized, beginning in 1999, over the 48-month
period during which this series of preferred stock becomes convertible into commmen stock at the holder’s opticn. Accardingly, for both
series of preferred stock in the aggregate, preferred stock dividends in addition to cash dividends, as discussed above, will be recorded on

the preferred stock as follows:

1999 $ 33.2 million
2000 10.1 million
2001 1¢.1 million
20G2 7.8 million

2003 2.6 mitlion
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